ABSTRACT
INTRODUCTION
Political instability and economic development are deeply interrelated to each other. Due to political instability, uncertainty comes in an economy and as a result investment decreases and economic development is also affected.
Because of reduction in investment, the level of output correspondingly decreases. The powerless political society, instability of government and carelessness of political parties create the situation for a politically instable state. For economic development of any country political stability is required. Political stability has direct effect on the process of economic development and the progress level of a state. Foreign direct investment affects economic growth and development process because it supplies capital for developing nations for investment purpose. Foreign direct investment also helps in creating job opportunities which finally leads to a rise in economic growth. Pakistan considered foreign direct investment as significant source of funding to meet tasks of resources gap. In developing the setup for financial markets is also not achieved suitably. Externally, Pakistan has faced the problem of exchange rate and imbalance between imports and exports. Pakistan has failed to build up a political power because of lack of stable popularity based government, financial problems and absence of social development. The local problems, conflict for an offer of force between the territories and border clashes with India and the financial gaps inside the nation are other main causes of instability in Pakistan (Hashmi et al., 2012) .
However, nowadays Pakistan is facing a lot of problems regarding investment, as investment situation is extremely changed, because of political instability, global recession, high interest rates, energy problem and poor law and order situation. Investors feel hesitant to invest in Pakistan (Attari et al., 2011) .
The present study is conducted to check the impact of political instability and foreign direct investment on economic development of Pakistan and what are the variables that affect economic development. The time period for this study is from 1980 to 2013 to examine the long run and short run relationship between political instability, foreign direct investment and economic development of Pakistan within last 33 years. Finally, the study has special motive to deliver active and efficient policy for future.
Literature Review
A number of studies has been conducted on the problem of political instability and economic development. This chapter presents a review of researches done on the impact of political instability and foreign direct investment on economic development of Pakistan. Alesina et al. (1996) examine the role of political instability on economic development by using the data of 113 countries. Their aim was to measure economic growth and political instability by using Amemiya's Generalized Least Square technique. The researchers concluded that economic growth will decrease because of high chance of government collapse. In Froot and Stein (1989) Froot and Stein stated that when a country's currency diminish, it will reduce production cost. When it is measured in foreign currency the inflow of FDI will increase. So the wealth of foreign investors will grow.
According to Todaro and Smith (Iqbal et al., 2013) foreign direct investment (FDI) flows indicated the development of international activities of Multinational Corporations. Barro and Lee (1994) conducted a study, to check the impact of political instability on economic development.
They noticed the growth rates of 116 economies for the years 1965-1985. They concluded that political instability has negative effects on economic development. Haan and Siermann (1996) investigated that lack of political stability has negative relation with economic development. From the year of 1963 to 1988 they used the sample of 96 countries to check the relationship of political instability. Finally, they concluded that political instability hampered the investment in Asia and it also diminished the economic development.
In Dutt (1997) conducted a study and found negative relationship between foreign direct investment and economic development, whereas in 1996, he turned out the same relation to positive. Gyimah-Brempong and Traynor (1999) To find the impact of political instability and economic growth of Argentina, Campos and through literature review, we know that political instability always hampers economic development of any country. Nowadays Pakistan is also facing this problem. As there is negative relationship between political instability and economic development, whereas the relationship between economic development and foreign direct investment (FDI) is positive. Foreign direct investment can raise economic growth.
METHODOLOGY AND DATA SOURCE
This chapter discusses the model used to check the impact of political instability and foreign direct investment on economic development of Pakistan. To analyze the model of this study, ARDL estimation technique has been used.
It is believed that FDI has a strong positive impact on economic development because FDI can promote output growth and encourage economic development. A politically stability economy can ensure a smooth pace of economic growth and development, so that it allows producers and investors to take long term decisions, which leads to long term growth and development in the country. High economic growth with low inflation is main aim of macroeconomic policy makers, as inflation is harmful for economic growth.
To attain require result following model has been proposed. Following model is estimated to apply bound test approach, ∆Hdi t = αₒ+ α 1 Hdi t-1 + α 2 inf t-1 + α 3 pop t-1 + α 4 life t-1 + α 5 pi t-1 + α 6 fdi t-1 +∑δ1∆Hdi t-i +∑δ 2 ∆inf t-i +∑δ 3 ∆pop t-i +∑δ 4 ∆life t-i +∑δ 5 ∆pi t-i +∑δ 6 ∆fdi t-i + μ t (1) α 1= long run multipliers δ1= short run dynamics Optimal lag order of the above model is selected, on the basis of Akaike information criteria. The null and alternate hypothesis to test are given below, H0: α 1 = α 2 = α 3 = α 4 = α 5 = α 6 =0 H 1: α 1 ≠ α 2 ≠α 3 ≠α 4 ≠α 5 ≠α 6 ≠0 H0 is rejected when the computed value of F-statistic exceeds upper bound value, the conclusion is that there is a long run relationship and vice versa.
To find the long run parameters of the dynamic model next step is to run equation (2) Hdi t = θₒ+θ 1 inf t + θ 2 pop t + θ 3 life t + θ 4 pi t + θ 5 fdi t + μ t (2) By using unrestricted Error Correction Model, in equation (2) Adequate source of data is necessary for the empirical analysis as well as important for the validity of research.
Times series data is used for this study from the period of 1980 to 2013. The data is collected from different sources and these variables have been taken in the form of percentage. 
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RESULT AND ESTIMATION
This chapter provides result and interpretation of results. Unit root test is used to check whether the variables are stationary or not? After examined the stationary value of variables we come to know that which model we use, if some variables are stationary at I(0) and some variables are stationary at I(1) then we use ARDL technique.
Unit root test:
The main purpose to run unit root test is to check the stationary values of variables. 
RESULTS OF ARDL MODEL
An ARDL model is applicable when all the variables are stationary at different levels. In this approach variables can be stationary at level and first difference.
The following results shown in the tables below are calculated in Eviews. The formula that has produced the results below is:
In order to reach the following results initially we got data from World Data Bank and UNDP. Rest of the calculation of data in Eviews is discussed below in details. 
Long Run Analysis
Long term estimation shows that all the variables are significant and there is a long run positive relationship almost all variables with economic development except political instability. As results shows that political instability is -0.0008, so there is negative relationship between political instability and economic development of Pakistan. Table 5 shows result of short run analysis, to check the short run relationship ECM (error correction model) is used. In short, run analysis, political instability is insignificant but long run results shows that it has negative effect on economic development. Foreign direct investment (FDI) has significant and positive impact on economic development in Pakistan. Foreign direct investment is beneficial for economic growth, as FDI supplies capital for developing countries which is needed for investment. It also create job opportunities for nation which leads to economic development. 
Short Run Analysis
Serial Correlation LM Test
The results of serial correlation LM test shows that there is no problem of autocorrelation as the probability value is greater than 0.05 which leads to the acceptance of the null hypothesis. So there is no problem of autocorrelation.
CONCLUSION
The objective of this paper is to check the impact of political instability and foreign direct investment on economic development of Pakistan. The result of this paper shows that the relationship between political instability and economic development is negative, but there is positive relationship between foreign direct investment and economic development. In Pakistan foreign direct investment is considered as major external sources of funding. FDI has played significant role in economic development of Pakistan. We come to know that economic development will reduce because of political instability. In Pakistan irregular of government change and non-stability of political system is most harmful for economic development. Durable economic policies are required for higher economic growth. Government should control political instability and increase foreign direct investment for economic development of Pakistan.
